MAA HOLDINGS BERHAD                                     



NOTES TO THE REPORT FOR THE FINANCIAL QUARTER ENDED                31 DECEMBER 2002

1    Basis of Preparation




This interim report is prepared in accordance with MASB 26 “Interim Financial Reporting” and paragraph 9.22 of the Kuala Lumpur Stock Exchange Listing Requirements, and should be read in conjunction with the Group’s financial statements for the year ended 31 December 2001.


The accounting policies and presentation adopted for the interim financial report are consistent with those adopted for the annual financial statements for the year ended 31 December 2001, except for the adoption of new applicable approved accounting standards set out below.

(a) Prospective application

The following new MASB Standards have been applied prospectively from 1 January 2002:

· MASB 21 “Business Combinations”

· MASB 23 “Impairment of Assets”

(b) Retrospective application

Comparative figures have been adjusted or extended to conform with changes in presentation due to the requirements of the following new MASB Standards that have been applied retrospectively:

· MASB 19 “Events After Balance Sheet Date”

· MASB 20 “Provisions, Contingent Liabilities and Contingent Assets”

· MASB 22 “Segment Reporting”

There are no changes in accounting policy that affect net profit for the current financial quarter and financial year or shareholders’ equity as a result of the adoption of these standards in the interim financial report except as set out below: -

· Dividends

In previous years, dividends were accrued as a liability when proposed by Directors. The Group has now changed this accounting policy to recognise dividends in shareholders’ equity in the period in which the obligation to pay is established in accordance with MASB 19. Therefore, final dividends are now accrued as a liability after approval by shareholders at the Annual General Meeting.


This change in accounting policy has been accounted for retrospectively as follows:


As 

previously

reported

RM ‘ 000
Effect 

of change

in policy

RM ‘ 000
As 

restated

RM ‘ 000

At 31 December 2001:




- retained earnings
105,065
7,465
112,530

- proposed dividends
7,465
(7,465)
-






2 Preceding Year’s Audit Report

The preceding year’s annual financial statements were not qualified except that attention was drawn to a contingent liability of the Group amounting to RM20,052,000 relating to potential additional tax in respect of prior years in the shareholders’ fund of an insurance subsidiary company, arising from the apportionment of the actuarial surplus of the life fund of that subsidiary company, to the shareholders’ fund. The directors are of the opinion that the insurance subsidiary company will not be liable to this potential additional tax. 

During the current financial year under review, the Inland Revenue Board raised additional tax assessments on the insurance subsidiary company totalling RM10,011,000 for years of assessment 1997 to 1999, being additional tax arising from the apportionment of the actuarial surplus of the life fund to the shareholders’ fund. The directors strongly disagree with the basis used by the Inland Revenue Board in computing the apportionment of the actuarial surplus of the life fund to the shareholders’ fund and are appealing against these assessments. Nevertheless, the subsidiary company has taken up the additional tax liabilities in its financial statements.

3 Seasonal or Cyclical Factors


The Group’s business operations are not significantly affected by any seasonable or 


cyclical factors.

4
Extraordinary Items



There were no extraordinary items for the current financial quarter and financial year under review.


5
Change in Accounting Estimates 

There is no change in basis used for accounting estimates for the current financial quarter and financial year under review.

6 Debt and Equity Securities

2,881,935 ordinary shares were issued under the Group's Employee Share Option Scheme during the current financial year.


Other than the above, there is no cancellation, replacement, resale and repayment of debt 


and equity securities during the current financial year.

7 Dividend Payment

The Company paid a first and final tax exempt dividend of 5 sen per share, totaling RM                 7,469,217 on 9 August 2002 in respect of the preceding financial year. 

8 Segmental Reporting

The Group operates in two main business segments: -

· Life insurance  - underwriting life insurance business, including investment-linked business

· General insurance – underwriting all classes of general insurance business

Other  operations of the Group mainly comprise investment holding, hire purchase, leasing and other credit activities, unit trust, property management, security and consultancy services, neither which are of significant size to be reported separately.

Intersegment sales comprise property management, security and consultancy services provided to the insurance business segments on an arms-length basis. 


Life Insurance
General Insurance
Shareholders’ 

Fund and other operations
Elimi-

nations
Group


Investment-linked
Non-

Investment

- linked






RM’ 000
RM’ 000
RM’ 000
RM’ 000
RM’ 000
RM’ 000

12 Months ended

31.12.2002







Operating revenue
88,258
864,730
445,072
51,201
-
1,449,261

Intersegment sales
-
1,350


202
71,091
(72,643)
-

Total Operating revenue
88,258
866,080
445,274
122,292
(72,643)
1,449,261









Segment result
11,458
210,607
17,516
47,833
(61,305)
226,109

Transfer to Life reserve 
-
(176,137)
-
-
-
(176,137)

Profit from operations
11,458
34,470
17,516
47,833
(61,305)
49,972









12 Months ended

31.12.2001 (Audited)







Operating revenue
56,633
1,842,038
361,998
19,374
-
2,280,043

Intersegment sales
-
-
-
75,957
(75,957)
-

Total Operating revenue
56,633
1,842,038
361,998
95,331
(75,957)
2,280,043









Segment results
1,047
1,368,397
11,247
67,106
(70,617)
1,377,180

Transfer to Life reserve 
-
(1,330,223)
-
-
-
(1,330,223)

Profit from operations
1,047
38,174
11,247
67,106
(70,617)
46,957









9   Carrying Amount of Revalued Assets


This note is not applicable.

10
Material Subsequent Events 

There were no material subsequent events from the end of the current financial quarter/year under review to the date of this interim report. 

11
Changes in Composition of the Group

During the current financial year under review :- 

a) On 27 February 2002, MAA Corporation Sdn Bhd (“MAA Corp”), a wholly owned subsidiary of the Company, subscribed for two (2) new ordinary shares of RM1 each, representing 100% of the issued and paid up capital in a new subsidiary, MAA Personal Advisors Sdn Bhd, a company incorporated in Malaysia, for cash purchase consideration of RM2;

b) On 27 March 2002, MAA International Assurance Ltd, a wholly owned subsidiary of MAA Corp acquired 24,384,694 ordinary shares of RP1,000 each, representing 97% of the issued and fully paid share capital of P. T. MAA Life Assurance (formerly known as P. T. Assuransi Jiwa Mega Artha Aliansindo) and 20,000,000 ordinary shares of RP1,000 each, representing 96% of the issued and fully paid share capital of P. T. MAA General Assurance (formerly known as P. T. Assuransi Multi Artha Aliasindo), companies incorporated in the Republic of Indonesia, at cash purchase consideration of USD4,700,606 and USD3,601,688 respectively. 

c) On 31 May 2002, MAA Corp acquired 2 ordinary shares of RM1 each in Menang Bernas Sdn 

      Bhd, Jendela Sutera Sdn Bhd and Hayat Mentari Sdn Bhd respectively, representing 100% of 

      the issued and paid up capital of these new subsidiary companies, for a cash consideration of 

      RM2 respectively. These companies were incorporated in Malaysia.

d) On 17 June 2002, MAA Corp acquired 175,000 ordinary shares of RM1 each in Meridian Asset Management Holdings Sdn Bhd (“MAMHSB”) from Malaysian Assurance Alliance Berhad (“MAA”), a wholly owned subsidiary of the Company, at a purchase price of RM175,000. 

MAA Corp had also on 17 June 2002 acquired 385,000 ordinary shares of RM1 each in MAMHSB from NTY Enterprise Sdn Bhd (“NTY”) at a purchase price of RM1,925,000. Both purchase price were arrived at willing-buyer and willing-seller basis and had been paid in full by cash. With these purchases, MAMHSB became a 51% subsidiary of MAA Corp.

e) On 16 July 2002, MAA Corporation Sdn Bhd (“MAA Corp”), a wholly owned subsidiary of the Company, subscribed for two (2) new ordinary shares of USD1 each, representing 100% of the issued and paid up capital in a new subsidiary, MAA International Investments Ltd, a company incorporated in the Federal Territory of Labuan, for cash purchase consideration of USD2;

 The fair value of net assets of these subsidiaries acquired at the dates of acquisitions was  

 RM9.3 million and goodwill arising amounted to RM34.1 million.

 The effect of these acquisitions on the interim financial statements is as follows:

 
RM’ 000

Decrease in the Group’s net profit for:


- 3 months ended 31.12.2002
(3,181)

- 12 months ended 31.12.2002
(5,539)

Increase in the Group’s net assets as at 31.12.2002
5,895

Cash outflow on acquisitions
42,359

12   Contingencies


In the normal course of business, the insurance subsidiaries of the Company incur certain liabilities on behalf of customers. No material losses are anticipated as a result of these transactions.


Details of the Group’s contingent liabilities are as follows:-



As at 31.12.2002
As at 31.12.2001



RM ‘ 000
RM ‘ 000

Performance bonds and guarantees

106,596
60,896

Other contingent liability

-
20,052

Other contingent liability in the financial year ended 31 December 2001 represented a contingent tax payable in the shareholders’ fund of an insurance subsidiary company arising from the apportionment of the actuarial surplus of the life fund to the shareholders’ fund of the insurance subsidiary company for the four years ended 31 December 1997.

This tax liability has not been taken up in the financial statements for the year ended 31 December 2001 as the Directors are of the opinion that the insurance subsidiary is not liable to the additional tax liability. In addition, the Life Insurance Association of Malaysia had appealed to the relevant authorities on the change in basis of taxation on behalf of all life insurers. 

However, during the current financial year under review, the Inland Revenue Board raised additional tax assessments on the insurance subsidiary company totalling RM10,011,000 for years of assessment 1997 to 1999, being additional tax arising from the apportionment of the actuarial surplus of the life fund to the shareholders’ fund. The directors strongly disagree with the basis used by the Inland Revenue Board in computing the apportionment of the actuarial surplus of the life fund to the shareholders’ fund and are appealing against these assessments. Nevertheless, the subsidiary company has taken up the additional tax liabilities in its financial statements.

13 Capital Commitments

Capital commitments not provided for in the financial statements as at 31 December 2002 is as follows: -



RM ‘ 000

Approved and contracted for 

21,796






  Analysed as follows: -

- property, plant and equipment

1,787

- investment properties

20,009

14
Taxation






3 months ended
12 months ended


31.12.2002
31.12.2001
31.12.2002
31.12.2001


RM’ 000
RM’ 000
RM’ 000
RM’ 000

Malaysian Taxation





Current taxation
14,149
8,075
16,701
11,484

Underprovision in prior    

    periods/years
13,193
18,468
13,193
18,468


27,342
26,543
29,894
29,952







The effective tax rate of the Group for the current financial year under review is higher than the statutory tax rate due mainly to certain charges and provisions which are not deductible for tax purposes.

The under-provision of tax in prior years is mainly in respect of additional tax assessments raised by the Inland Revenue Board on tax arising from the actuarial surplus of the life insurance business of an insurance subsidiary company, that is apportioned to its shareholders’ fund for years of assessment 1997 to 1999.  

15
Profit/(loss) on Sale of Unquoted Investments and/or Properties


The profit from sale of unquoted investments and investment properties by the insurance subsidiaries for the current financial quarter and financial year amounted to RM3.4 million and RM6.5 million respectively.


There was no sale of unquoted investments and investment properties by other companies in the Group for the current financial quarter and financial year under review.

16   Quoted Securities


Purchases or disposals of quoted equities by the Group other than by the insurance 


subsidiaries, which are exempted from disclosure of this information, are as follows :- 


3 months

ended

31.12.2002

12 months ended

31.12.2002


RM’000

RM’000

Total purchase consideration of quoted equities
13,842

20,573

(506)

17,245

26,150

(136)

Total sale proceeds of quoted equities




Total profit/(loss) arising from sale of quoted equities










There is no investment in quoted equities as at 31 December 2002.

17
Status of Corporate Proposals



As at the date of this report, there is no corporate proposal that has been announced but not completed as at 22 February 2003 (the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly report).

18
Group Borrowings




The Group borrowings as at 31 December 2002 include short term borrowings amounting to RM74.0 million and long term borrowings amounting to RM104.1 million.  Both the short term and long term borrowings are unsecured and denominated in Ringgit Malaysia.

19
Off Balance Sheet Financial Instruments




There were no financial instruments with off-balance sheet risk as at 22 February 2003 (the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly report).



20
Changes in Material Litigation




There were no material litigations as at 22 February 2003 (the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly report).



21
Comparison With The Preceding Quarter’s Results 


For the current financial quarter under review, the Group registered a profit before tax of RM48.6 million, as compared to a loss before tax of RM5.3 million in the preceding quarter. The profit was mainly due to surplus transfer from the Life Insurance business to the Shareholders’ Fund at year end. 

22
Review of Performance

For the twelve (12) months ended 31 December 2002, the Group achieved a turnover of RM1,449 million compared to previous year’s corresponding period of RM2,280 million. The Life Division recorded a decrease in gross premium income by 52% from RM1,780 million in 2001 to RM857 million. This was due to the cessation of the EPF’s Conventional Annuity Scheme in May 2001. However, excluding sale of the EPF’s Conventional Annuity product in the previous year, the Malaysian local Life Insurance Division continued to record an increase of 5% in total gross premium and 11% in total new business premium respectively. In terms of new business regular premium and single premium, the Malaysian local Life Insurance Division recorded growth of 28% and 7% respectively compared to previous year. 

The General Insurance Division registered a marked increase of 25% in terms of total gross premium to RM433 million (2001: RM347 million). The sustained strong growth in motor vehicles has contributed to the increase in total gross premium in the General Insurance Division.


The Group registered a higher profit before tax of RM50 million (2001: RM47 million) for the current financial year under review with the Life Insurance Division and General Insurance Division contributing a profit before tax of RM46 million (2001: RM39 million) and RM18 million (2001: RM11 million) respectively. 

The Group’s total assets have increased marginally by 6.4% to RM4.6 billion (2001: RM4.3 billion). The Malaysian local life insurance surplus remained healthy with a cumulative carried forward of RM337 million (2001: RM330 million).

23
Prospects



For the current financial year, despite deterioration in the KLCI, the Group’s results remained satisfactory. Barring uncertainty of the world economy, the Group expects its performance in the coming year to be satisfactory.
 
24
Profit Forecast




This note is not applicable.



25
Dividends




The Board of Directors has recommended the payment of a first and final tax exempt dividend of 5% (2001: 5%) for the year ended 31 December 2002. The proposed dividend is subject to approval of the shareholders at the forthcoming Annual General Meeting to be held on a date to be announced later.

 26    Earnings Per Share


3 months ended
12 months ended


31.12.2002
31.12.2001
31.12.2002
31.12.2001

a) Basic earnings per share











Net profit for the period (RM ‘ 000)
21,621
12,930
20,839
17,116

Weighted average number of ordinary 

    shares in issue                         ( ‘ 000)
152,177
149,292
150,987
149,279

Basic earnings per share    (sen)          
14.21
8.66
13.80
11.46







b) Diluted earnings per share











Net profit for the period (RM ‘ 000)
21,621
12,930
20,839
17,116

Weighted average number of ordinary 

    shares in issue                         ( ‘ 000)
152,177
149,292
150,987
149,279

Adjustment for share options       ( ‘ 000)
-
98
-
98

Weighted average number of ordinary 

    shares for diluted earnings 

    per share                                  ( ‘ 000)
152,177
149,390
150,987
149,377

Diluted earnings per share  (sen)            
14.21
8.66
13.80
11.46







By Order of the Board




Lily Yin Kam May

Yeo Took Keat

Company Secretaries




KUALA LUMPUR




DATE:  28 February, 2003
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